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GUATEMALA: __KEY_ECONOMIC_INDICATORS 


(Money Values in millions of dollars except where noted) 


Exchange rate as of December 31, 1983: U.S. $1 = Quetzal 1 
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Proj. % Change 
1981 1982 1983 


Production, Investment 
2,957 
GDP at Current Prices 8,728 9,150 
GDP Per Capita (dollars) 1,134 1,154 
Fixed Cap. Invest. Current Prices 1,314 1,103 


Public Finance 
Central Government Revenue 732 700 
Central Government Expenditures 1,141 1,040 
Public Debt (year end) 3,056 
Domestic 1,850 
External 1,206 
Debt Service Payments_/ 107 


Banking Sector _and Prices?2/ 
Net Int'l Reserves (year end) -17 
Int'l Assets (=gross reserves) 308 
Domestic Assets, banking system 2,672 

Credit to Cent. Gov't (net) 1,060 
Credit to Private Sector 1,499 
Total Liabilities, banking system 2,655 
Money 824 
Quasi-Money 1,405 
Consumer Price Index (1975=100) 3/ 185 
GDP Deflator (Pct. ) S.i 
Domestic Interest Rate (Pet. )4/ 12.0 


Balance of Payments and Trade 
Balance of Payments 
Current Account -176 -559 -405 
Capital Account -73 361 390 
Total Imports (cif) 1,598 1,673 1,387 
From CACM 218 194 215 
From Rest of World 1,380 1,479 1, 262 
From U.S. 547 561 426 
Total Exports (fob) 1,519 1,226 1,120 
To CACM 440 379 337 
To Rest of World 1,080 847 782 
To 3.8. 412 308 304 
Main Exports (fob) 
Coffee 464 295 359 
Cotton 166 Ls 79 


Sugar 69 85 a3 
Petroleum 24 22 46 


Principal, interest, and fees; Central Gov't (1980-81); Public 
Sector (1982-83). 


As an accounting identity, net reserves + domestic assets = total 
liabilities. 


Average during year; items for popular consumption. 
Maximum loan rates authorized by Central Bank, December 31 


Source: Bank of Guatemala/Ministry of Finance/Embassy estimates. 





SUMMARY 


Guatemala had maintained respectable rates of economic growth 
for three decades before the onset of a slowdown in 1980 lead- 
ing to recession in 1982-83. During the 1950s, 60s ‘and 70s 
Guatemala greatly expanded commercial agriculture for export, 
created a light industrial base oriented toward the domestic 
and Central American markets, and added enormously to the 
infrastructure and capital stock of the country. While manu- 
facturing has grown to one-sixth of GDP, Guatemala continues to 
be primarily an agricultural country. The contrast between the 
traditional, rural sector and the modern sector, however, has 
become more pronounced as the latter has developed. 


Official sources estimate real growth in 1983 at negative 2 to 
2.5 percent, with positive growth possible in 1984. Scarcity 
of foreign exchange has become the chief constrzint on the 
economy. Four factors contributed to the loss of foreign 
exchange earnings and recession: loss of foreign markets for 
Guatemala's agricultural mainstays, coffee, cotton, and sugar, 
and for manufactured exports; large fiscal deficits; the 
guerrilla insurgency; and inability to borrow in private capi- 
tal markets. The resulting balance of payments disequilibrium, 
$350-400 million annually 1981-82, forced authcrities to impose 
import licensing and quotas and to ration foreign exchange for 
other purposes. Despite improved markets for agricultural 
exports and the current fiscal restraint, balance of payments 
weakness will continue to retard growth at least through 1985. 


The public sector of Guatemala is relatively small. Abandoning 
traditional fiscal conservatism, the Government undertook a 
group of costly projects in the 1978-82 period that needlessly 
depleted foreign reserves. Since March, 1982, however, the 
Government has de-emphasized large-scale projects; reduced the 
fiscal deficit to 3.7 percent of GDP in 1983; introduced a tax 
reform that established a value added tax as the main source of 
revenue and cut other taxes to improve production and export 
incentives; and negotiated an IMF stand-by arrangement covering 
the period September, 1983, through December, 1984. A series 
of new loans are under negotiation with the World Bank and 

IDB. A few steps have been taken to shift resources to the 
neglected Indian highlands, but the additional revenue expected 
from the tax reform is too small to support Government programs 
of the magnitude needed. 


For the future, Guatemala is well-endowed with agricultural and 
mineral resources. A major reorientation from Central American 
to world (particularly U.S.) markets is necessary, however, to 
achieve the required export growth. A little crude oil has 
been found, and geological formations shared with Mexico offer 
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hope of a great deal more. A new Hydrocarbons Law promulgated 
September 1983 was intended to be much more attractive to 
foreign investment in that industry, but any major new dis- 
coveries would take most of a decade to bring to market. 
Success in containing the guerrilla insurgency will also be one 
of the main determinants of economic recovery. 


Apart from priority imports, trade with the United States will 
be adversely affected in the short run by import. restrictions. 
For the longer term, trade and investment opportunities, bol- 

stered by the Caribbean Basin Initiative, will continue to be 

good. 


CURRENT ECONOMIC SITUATION AND TRENDS 


Guatemala had maintained respectable rates of economic growth 
for three decades before onset of a slowdown in 1980 leading to 
recession in 1982. The average annual real growth rate was 4 
percent in the 1950s and 6 to 7 percent in the 1960s and 

1970s. During this period Guatemala greatly expanded commer- 
cial agriculture for export, created a light industrial base 
oriented toward the domestic and Central American markets, and 
added enormously to the infrastructure and capital stock of the 
country. With the largest economy in Central America, Guate- 
mala benefited most from the Central American Common Market 
(CACM). The business and professional class is highly 

skilled. The highlands and local color are a delight for 
tourists in normal times, and much of Guatemala today can be 
reached or approached by paved road. 


As a modern sector has emerged, however, the contrast between 
it and the traditional, rural sector has become more pro- 
nounced. Roughly half of Guatemala's population is still 
Indian in language and culture, participating in the money 
economy primarily through seasonal labor and cottage industry. 


The economy of Guatemala is largely in private hands. Public 
enterprises include the postal service, the telephone system, 
electric power, the national airline, the railroad, one 
(non-monopoly) shipping company, several specialized financial 
institutions, and the major port authorities. Manufacturing, 
agriculture, commerce, banking, as well as insurance, construc- 
tion, road, sea and non-scheduled air transport, and other ser- 
vices are almost entirely private. The Government is consider- 
ing possible sale of certain public enterprises. 
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The public sector is relatively small and has traditionally 
followed conservative policies in public finance. Government 
revenue, as a proportion of GDP, is among the lowest in the 
Hemisphere; boosted slightly by the 1983 tax reform (see 
below), the tax yield will be about 7.7 percent of GDP in 

1984. The Government has increased its share of national 
product from about 10 percent in the mid-70s to 15.9 percent at 
the high point in 1981 through greater resort to deficit finan- 
cing, but this is still modest relative to other countries. 

The public external debt is the smallest in Latin America on a 
per capita basis. Until balance of payments problems dictated 
strict limitations in 1982, Guatemala had relatively few 
barriers to trade or capital movement. By holding inflation 
generally at or below world rates through such policies, 
Guatemala has enjoyed unusual monetary stability; the currency 
has maintained parity with the dollar (one quetzal equals one 
dollar) since 1926. 


Guatemala continues to be primarily an agricultural country. 
Although located in the tropics, its two coastal zones and high 
mountainous interior create a variety of climates suitable for 
a wide range of tropical and temporate products. In 1981, 
agriculture constituted about 25 percent of GDP, employed 54 
percent of the labor force, and represented 61 percent of 
exports. Manufacturing has grown to one-sixth of GDP, with 
modern industry concentrated in the capital and its environs. 
In terms of output, services constitute over half of GDP, led 
by commerce (including petty commerce). 


Growth Trends 


Real growth slipped from about 7 percent in the mid-70s to a 
bare 1 percent in 1981, negative 3.5 percent in 1982, and 
another decline of 2 - 2.5 percent in 1983. Several factors 
contributed in succession to the long slide into recession: 
political events and economic recession elsewhere in Central 
America; the second oil shock; recession in the industrial 
nations; and greater awareness abroad of the insurgency in 
Guatemala. Officials and private businesspeople have also 
criticized the management of foreign exchange reserves in the 
1978-82 period. . 


All sectors of the economy have experienced declining growth or 
recession. Tourism may have suffered most, declining from an 
industry that brought in $81.6 million of foreign exchange in 
1979 to perhaps $10 million annually 1982-83. Manufacturing 
has been crippled by the loss of markets in Central America. 
Construction is severely depressed, particularly as 
Government-financed projects have been completed or curtailed; 
privately-financed construction rose a bit in 1982. In 
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agriculture, the main export crops were hard hit by low prices 
for sugar and cotton, by weak coffee prices combined with 
reduced quotas under the International Coffee Agreement, and by 
a March 1983 storm that tore up the banana plantations. Good 
1981 and 1982 harvests of corn, beans, and other food staples 
consumed locally, however, moderated hardship during the worst 
period for agriculture. With the end of the U.S. economic 
recession, commodity prices began to firm up in 1983. 


International Trade and the Balance of Payments 


Scarcity of foreign exchange has become the chief constraint on 
the economy. In 1980 and 1981, Guatemala experienced sizeable 
losses of foreign exchange reserves. Since repayment of a 
large loan in February, 1982, international reserves have 
hovered close to the minimum that the country can afford. 

Gross reserves, the outer limit of the country's resources for 
payment of foreign obligations, have fluctuated since then 
betweeen $300-350 million, but over $200 million of that amount 
is illiquid and unspendable, comprising unpaid balances owed by 
CACM trading partners. Consequently, during 1982 and 1983 the 
Bank of Guatemala (the central bank) has been able to release 
foreign exchange only as fast as it is earned. In November, 
1982, imports were subjected to quotas and licensing, and 
imports have dropped sharply both in 1982 and 1983. 


Four factors contributed to the loss of reserves and foreign 


exchange earnings that tumbled Guatemala into a prolonged 
recession. 


--Loss of foreign markets: The world recession seriously 
affected markets and prices for Guatemala's three agricultural 
mainstays, coffee, cotton, and sugar. Earnings in 1981-82 were 
down 21 percent from the previous three years' average. On the 
industrial side, the bulk of manufactured product exports go to 
Central America. In 1980 such exports enjoyed an excellent 
year, partly, in retrospect, because El Salvador and Nicaragua 
purchased much more than they could pay for. Since then all of 
the CACM trading partners have tightened up on imports. 


Guatemala's 1983 exports to the region were 27 percent below 
the 1980 peak. 


--Central Government fiscal deficit: In 1979 the public sector 
embarked on a grandiose, domestically-financed investment 
program that bolstered growth, but at substantial cost to 
international reserves. To show the trend, fiscal deficits 
rose from $66 million in 1978 to $187 million in 1979, $447 
million in 1980, and a peak of $640 million in 1981. 
Concessional foreign financing covered only about 20 percent of 


the deficits in 1980 and 1981, thus only a fraction of offshore 
costs. 





7 


--The guerilla insurgency: Damage from the insurgency to the 
economy and the balance of payments is hard to isolate from 
other negative factors, but it is unquestionably serious. The 
insurgency has caused a severe depression in the tourist 
industry. It has contributed (but not alone) to a sharp 
decline in foreign private investment since 1982 and to some 
disruption of agricultural production. The Government made 
considerable headway against the insurgency in 1982 and 1983, 
however, reducing its direct impact on the economy to a minor 
one, apart from the continuing pall over tourism. 


--Inability to borrow: Since August 1981, Guatemala has 
received only one significant credit from private sources, 
despite the fact that Guatemala's external debt is extremély 
low by world standards. The only success was a good example of 
creative financing, an insured medium-term trade credit of $75 
million from Trafco/AIG Political Risk, Inc./Salomon Bros. 
completed in July, 1983. Bankers' wariness stems from a 
variety of factors, above all the underlying balance of pay- 
ments disequilibrium. 


The balance of payments disequilibrium resulting from these 
factors was at its worst in 1982. Without reserves to spend or 
ability to borrow, the central bank restrained imports and 
other private payments through most of 1982 by administratively 
limiting foreign exchange sales to the private sector. This 
system worked as well as locking the barn after the horse is 
stolen; imports arrived, but unable to get foreign exchange, 


importers couldn't pay. By December 31, 1982, a backlog of 
unpaid bills had built up to $344 million. Arrearages mounted 
rapidly at that time because, once defaults became common, most 
suppliers cut off credit, thereby accelerating the deteriora- 
tion of the balance of payments. Essentially, the monetary 
authorities had opted to maintain the exchange rate at parity 
with the dollar, but to limit convertibility at that rate. 


In November, 1982, the Government took several stern measures 
to stabilize the balance of payments and the economy: Imports 
were subjected to quotas and licensing (quotas were modified in 
January, 1983);, much stricter limits were placed on foreign 
tourism by Guatemalans; and interest rate ceilings were reduced 
from 15 to 12 percent for loans and from 13 to 9 percent for 
deposits. The quotas limit imports to proportions of the value 
of 1981 imports that range from 30 to 100 percent, depending on 
the priority of the product. All customs tariff items are 
assigned to one of six priority classifications. Objectives of 
the quota and licensing system are, on the one hand, to hold 
imports substantially below the 1981 level (32 percent lower, 
in 1983), and on the other, to permit importers with licenses 
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to pay their obligations promptly. Unfortunately, cutting 
imports so deeply - a matter on which Guatemalan authorities 
have no choice - not only eliminates luxuries, it also creates 
scarcities in raw materials and producer goods, and thereby 
impedes economic growth. 


In practice, the quota and licensing system has successfully 
cut imports, but it has failed to conform the cuts to priori- 
ties. While desperately needed raw materials are in short 
supply, consumer goods have maintained their share of imports, 
paid for by dollars obtained in the black market. It is likely 
that the practice of under-invoicing exports has increased and 
that the export earnings thereby diverted from official 
channels are largely returned to Guatemala through the black 
market, attracted by a rising premium on the dollar (about 
Q1.55 to $1.00 at the peak in June, 1983, before falling back 
to Q1.25-1.32 to $1.00 during the last quarter of 1983). 


In August, 1983, the Government introduced another measure that 
will restrain imports, the "1983 Stabilization Bonds." The 
main features, briefly, are that an importer applying for 
foreign exchange must, after ten days, purchase an equal value 
of stabilization bonds from the central bank. If the importing 
firm's suppliers or creditors are willing to accept them, 
5-year dollar bonds bearing 11.625 percent interest are issued 
to the foreign firm in payment of the debt. If not, the bonds 
remain in the Bank of Guatemala on the importing firm's account 
as a prior import deposit at 6 percent interest in quetzals. 
The stated purposes of this measure were (1) to absorb excess 
liquidity in the banking system and (2) to distinguish between 
commercial arrearages still outstanding, which would be 
supported by bonds, and overdue "debts" on the books that in 
fact had already been paid off through the black market, which 
importers would probably not support with bonds. The bond 
requirement will restrain imports further by adding. yet another 
cost. As a means of regularizing commercial arrearages, the 
stabilization bonds have been reasonably successful. By the 
end of 1983 about $90 million had been accepted by foreign 
suppliers and creditors. 


Public Sector Policy 


To a large extent, Government economic policy through December 
31, 1984, can be foreseen in the terms and conditions of the 
16-month stand-by arangement approved by the IMF on August 31, 
1983. The IMF will provide a loan of SDRs 114.75 million, 
about $120 million, payable in seven tranches, provided 
Guatemala adheres to an economic program with the following 
main features: 
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--The public sector's fiscal deficit will be constrained by 
limits placed on its debt to the banking system. This would 
mean, in practice, budget deficits equal to 3.7 percent of GDP 
in 1983 and 3.0 percent in 1984, a marked improvement from 7.4 
percent of GDP in 1981. Concessional loans from the World 
Bank, IDB, and other sources will cover nearly half this 
amount, leaving relatively small gaps for internal deficit 
financing. 


--Commercial arrearages must be reduced by $50 million in 1983 
and another $100 million in 1984. On the basis of stabiliza- 
tion bond purchases, officials estimate the arrearage of 
private and state-owned enterprises at about $300 million as of 
August 31, 1983, the starting point for assessing compliance. 
If Guatemala continued to reduce arrearages at a rate of $100 
million per year beyond the stand-by period, they would be 
liquidated in 1986, permitting a return to normal trade 
financing at that time. 


--New medium-term borrowing by the public sector at commercial 
interest rates will be limited to $300 million. 


--No new or stricter controls will be imposed on trade or 
capital transfers, nor will Guatemala devalue the quetzal or 
establish multiple exchange rates. Furthermore, exchange 


restrictions will be relaxed within the time frame of the 
agreement. 


As a means of complying with the fiscal undertakings in this 
economic program, the Government instituted a major tax reform 
effective August 1, 1983, and amended October 1. The reform 
had two central objectives, to cut certain taxes to stimulate 
production and exports, and to increase tax revenue moderately 
to permit a slight expansion of Government programs. The tax 
cuts came in three areas: 1) export taxes will be reduced to 
zero in three stages by July 1, 1985; 2) corporate tax rates 
were reduced; and 3) the three percent stamp tax was abolished 
on many (but not all) transactions, most importantly, on 
commercial bank loans. In place of the stamp tax, the 
Government introduced a value added tax (VAT) of 10 percent, 
reduced October 1 to 7 percent. The tax breaks, combined with 
stronger prices for coffee, cotton, and sugar, will go far 
toward restoring the agricultural sector to economic health. 
With the VAT set at 7 percent, however, the net revenue effect 
of the tax reform package may be pretty small. The target 
agreed with the IMF of raising Government revenue to 9.5 
percent of GDP, still below the 11 percent achieved in 1978, 
may be missed by more than a full percent point. Consequently, 
a revival of Government investment programs is in question. 
Much will depend on success in negotiating new loans with the 
IDB and World Bank. 





Guatemala's traditionally conservative management of public 
finance and its policy of openness to trade and capital flows 
historically left the economy exposed to external inflation, 
but also provided a safety valve against internal inflationary 
pressures. Consequently, since 1926 the official 
dollar/quetzal exchange rate has been unchanged. The trade and 
exchange controls in place during the past few years, however, 
pose an inflationary threat. Through mid-1983 price increases 
were confined largely to goods imported with black market 
dollars and consumed by upper income families. Inflation, 
measured by the GDP deflator, was about 5 percent in 1982 and 
is projected to be about 7 percent in 1983. The consumer price 
index, measuring a lower-middle-class market basket, was stable 
from mid-1981 through spring of 1983 (the latest data 
available). Fear of inflation may be the chief reason for 
Guatemala's determination to maintain the currency's parity 
with the U.S. dollar. 


Like all developing countries, Guatemala suffers from high 
underemployment, particularly among people engaged in agricul- 
ture or petty commerce. Officially, unemployment and under- 
employment combined (mostly the latter) are estimated at 40 
percent of the economically active population. While statis- 
tics do not exist to measure the trend, employment dropped 
sharply 1981-1983. Jobs in manufacturing and related services 
declined perhaps five to ten percent each year, and seasonal 
work in commercial agriculture probably contracted even 
faster. Bankruptcies are frequent in the commercial sector 
(mainly small outfits) and some factories have closed. The 
great majority of manufacturers are operating far below capa- 
city and have had to pare down the labor force accordingly. 


Energy and Mining 


One of the enigmas of Guatemala's economic future is the extent 
of its undiscovered petroleum wealth. A little crude oil has 
been found, and the geological formations shared with Mexico 
offer a hope of a great deal more. Production during 1982-83 
was about 6,000 barrels per day, nearly one-quarter of consump- 
tion. A third of the crude oil produced is burned as fuel, and 
the rest is exported to the United States. Guatemala refines 
oil imported from Venezuela and Mexico (mainly the former) to 
satisfy part of its demand and imports the rest as products. 
The pace of oil exploration ground to a halt in 1983 in antici- 
pation of a new law. The 1983 Hydrocarbons Law, published in 
September, may breathe life into the industry. It allows full 
cost recovery before production sharing commences and contains 
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several other features designed to attract wildcatters as well 
as big oil companies. However, it retains close State super- 
vision of private petroleum operations. Two of the four con- 
sortia working in Guatemala may convert to the new law, but two 
others have relinquished their contract areas. The Ministry of 
Energy expects to invite bids on new contract areas in 
mid-1984. Nevertheless, even if the new law is successful in 
its objectives and the oil is there to discover, it would take 
most of a decade to find, develop, and bring to market any 
major new fields. 


Guatemala's mountainous terrain and seasonally abundant rain- 
fall provide ample hydroelectric potential that is now being 
harnessed. The Aguacapa project, with a peak capacity of 90 
megawatts, came on stream in November, 1981. The 300 MW Chixoy 
project began testing its equipment in June, 1983, but problems 
that have developed, chiefly damage to the diversion tunnel, 
will delay full production until late 1984 or beyond. An even 
larger project, Chulac, estimated to cost over one billion 
dollars, has been postponed, after completion of some prelimi- 
nary work, as a result of budgetary and foreign exchange con- 
straints. Several smaller hydro and geothermal projects are 
slated for construction during the 1980s. 


In addition to petroleum, deposits of many minerals are known 
to exist in Guatemala, but they are being exploited on a small 
scale or not at all. The minerals include nickel, lead, 
copper, iron, gold, silver, barite, bentonite, and others. A 
nickel mining project owned by INCO and Hanna Mining shut down 
late in 1980 as a consequence of the second oil price shock and 
falling international nickel prices reflecting declining 
demand. The outlook for nickel is so poor that the investors 
do not expect to resume production within the next several 
years. Nevertheless, the potential exists for hard minerals 
production to play a larger role in Guatemala's future than has 
been the case in the past. 


Central American Common Market 
The CACM, composed of Guatemala, El Salvador, Honduras, 
Nicaragua, and Costa Rica, was established in 1961. In 
addition to a common external tariff, regional integration 
includes a payments clearing house, a development bank (Central 
American Bank for Economic Integration, or CABEI), a common 
regime on investment incentives (the Central American Agreement 
on Fiscal Incentives for Industrial Development), an industrial 
complementation program that was never very successful, and a 
permanent secretariat (SIECA). 
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The CACM was an important factor in Guatemala's economic growth 
during the period 1961-1980. Although most of its manufactures 
are not yet competitive in overseas markets, Guatemala had been 
very successful in regional sales under the common external 
tariff umbrella. The principal exports to the region are 
manufactured products, such as chemicals, textiles and 
clothing, food, tires, glassware, and agricultural produce. 

The main imports from the region are animal and vegetable oils 
and fats, fuels and lubricants, and miscellaneous manufactured 
articles. Guatemala has enjoyed a trade surplus within the 
CACM every year since 1964. 


Regional trade has been undermined in recent years by balance 
of payments problems afflicting all five countries simulta- 
neously. Measures taken by the member countries to prevent or 
contain trade deficits, applied to regional trade as well as 
general imports, have threatened the CACM as a meaningful 
trading system. The clearing house has ceased to function 
effectively, and in late 1983 Guatemala was owed roughly $200 
million by its CACM trading partners, most of which had been 
incurred in 1980 and 1981. 


Negotiation of a new common external tariff, which was 
scheduled to be promulgated in late 1979, has been repeatedly 
set back by political problems in the region. 


The_ Outlook 


Guatemala's success in containing the guerrilla insurgency will 
be one of the main determinants of how soon the country will 
emerge from the 1982-83 recession and again attain economic 
growth adequate for its needs. The Government of General 
Efrain Rios Montt (March, 1982-August, 1983) moved a long way 
toward instilling in the army a respect for the rights and 
safety of the population, reorganizing the police, and curbing 
venality among Government officials. As a result of increased 
attention by the army to the needs of the people of the Indian 
highlands, among other factors, the Government made consider- 
able headway against the insurgency both in the capital and in 
the main areas of conflict, although the struggle is far from 
over. The Government of General Oscar Mejia Victores has also 
called for election of a constituent assembly on July 1, 1984, 
in order to return Guatemala to constitutional rule. 


Even if the insurgency were to end overnight, Guatemala would 
endure painfully slow economic growth in 1984 and 1985. The 
balance of payments has been wrenched into equilibriun, 
according to IMF projections, only by throttling imports to a 
level inadequate to support existing productive capacity and by 
excising both waste and productive activity from Government 
programs. By and large, trade and exchange controls and fiscal 
restraint will have to be maintained until the commercial 
arrearages are worked off, i.e. until 1985 or 1986. 
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Several positive factors, however, will make modest growth 
possible during this period. First, prices are stronger for 
cotton, coffee, sugar, and cardamom, and bananas should be back 
in full production by early 1984. Second, the World Bank and 
the IDB have been working on larger lending programs for 
Guatemala, although most of these projects remain to be nego- 
tiated with the Guatemalan Government and to be approved by the 
two Banks. Economic assistance and financing from the United 
States of all types, including $54.6.million of three-year 
Commodity Credit Corporation (CCC) guarantees to finance 
agricultural imports, rose to $85 million in FY 83. U.S. pro- 
grams may approximate this figure in FY 84. Third, the trade 
provisions of the Caribbean Basin Initiative present a historic 
opportunity to exploit the world's largest market. Following 
Guatemala's designation as a CBI beneficiary in December, 1983, 
most products will have duty-free access to the U.S. market as 
of January 1, 1984. Besides these welcome trends, Guatemala 
also has a wealth of resources in its favor, agricultural, 
mineral and human. 


For the longer run, Guatemala faces a different set of prob- 
lems. The export industries that have led the economy through 
the 1950s, 60s and 70s, several agricultural crops and light 
manufacturing for the CACM, cannot carry Guatemala much 
further. New products are needed that are competitive in world 
markets. Second, the majority of Guatemala's inhabitants are 
on the tringes of the modern sector of the economy, contrib- 
uting little in productive skills or in purchasing power within 
the domestic market. Enhancing their productivity will take 
decades, and in the meantime they represent a vast potential 
demand for education and social services. Third, the popula- 
tion is surging at a rate that will double it in less than 20 
years. The economy is nowhere close to generating enough new 
jobs. To meet these challenges, Guatemala will require massive 
productive investment, public and private. It is vitally 
important to make headway on these fundamental problems during 
the next few years, simultaneously with meeting the issues of 
the day. 


IMPLICATIONS FOR THE UNITED STATES 


Trade Opportunities 


The United States is Guatemala's main trading partner by a wide 
margin, supplying about 30 percent of Guatemala's imports and 
taking one-third of exports. The 1982-83 Guatemalan recession 
has affected trade with the United States in approximately the 
same proportion as trade with the rest of the world. Froma 
peak of $561 million in 1981, imports from the U.S. have 
declined to $426 million in 1982 and an estimated $350 million 
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in 1983, while total imports dropped 32 percent during that 
period under stringent licensing requirements and quotas. 
Guatemalan imports may revive slightly in 1984 as a result of 
better prices for the country's main export crops, but controls 
are likely to remain in place in order to restrain imports 
through 1985. 


Exports to Guatemala face impediments of several kinds. The 
common external tariff of the Central American Common Market is 
relatively high, although import duty relief is available under 
several investment incentive programs. Quotas apply in greater 
or lesser degree to virtually every product. An import license 
under quota does not guarantee prompt payment, however. The 
standard form of payment for licensed imports is by letter of 
credit payable in 270 to 360 days; L/Cs are also expensive. To 
obtain official foreign exchange at one dollar per quetzal, the 
importer must deposit the full quetzal cost of the merchandise 
in the central bank by purchasing stabilization bonds, thereby 
tying up his capital, typically for nearly a year. Non- 
licensed imports, those paid for extra-officially, involve the 
cost of obtaining foreign exchange in the parallel market, 
about 30 percent in late 1983. All imports, regardless of form 


of payment, may be subject to the seven percent value added 
tax. 


Under these circumstances, trade opportunities in 1984 will be 
much the same as in 1983. Capital goods imports will again be 
severely depressed. With many enterprises now operating at 
30-60 percent of capacity, few will be in a position to expand 
plant or equipment in the near term. Government investment 
projects initiated in 1984-85 will generally be small-scale and 
labor-intensive. Industrial and agricultural demand for 
imported materials and parts will continue to be constrained by 
quotas; since the quotas have not changed, the composition of 
these imports will not change much either. Consumer goods, 
discriminated against by the quota system, have maintained 
their relative share of total imports, but the high cost of 
importing through the parallel market and high unemployment in 
the modern sector of the economy will make for stagnation in 
consumer goods imports as well. It may be that any marginal 
import growth in 1984 will be taken up by external inflation, 
as the U.S. economy perks up, and by somewhat greater imports 
of petroleum and its derivatives, while the Chixoy hydro- 
electric project is under repair. 


Perhaps the brightest area for U.S. exports is that of organic 
chemicals for industry and agriculture. The U.S. holds close 
to a 50 percent market share in this diverse group of products 
and had strong sales of $70-80 million in 1983. Several of the 
industries that are end users of such products, cosmetics, 
pharmaceuticals, health care, food processing, and lubricants, 
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while depressed, are less affected by the recession than other 
sectors. Demand for pesticides and fertilizer (increasingly 
mixed and bagged locally) may show marginal improvement, after 
a year of strengthening prices for cotton, coffee, and sugar. 
Prospects for the 1983/84 cotton crop are mixed at this writing 
and 1984/85 acreage is hard to predict. Coffee growers are 
likely to be a little stronger financially, able to improve 
fertilization and spraying against coffee rust. 


The sector in the best position to respond quickly to the trade 
opportunities of the Caribbean Basin Initiative is agricul- 
ture. The possibilities for exporting fresh produce to the 
United States during seasonal supply gaps is attracting 
considerable attention. Over the next several years moderate 
investment should go forward in facilities to chill and trans- 
port fresh vegetables. Shrimp farming is another good bet; 
hatcheries and feed production facilities may result. 


The market for petroleum-related equipment and services dropped 
to near zero in 1983, as the five consortia exploring for or 
producing crude in Guatemala slowed operations in expectation 
cf a new petroleum law. The 1983 Hydrocarbons Law and its 
regulations were not published until the end of the year, by 
which time drilling activity had shrunk to a single rig. A 
call for bids to explore new tracts is expected in mid-1984, 
and successful bidders could be underway with seismic work by 
late that year. Exploratory drilling by new entrants to the 
petroleum business in Guatemala would not begin, however, until 
late 1985 at the earliest. 


Electric power generation will continue to be a major area of 
government investment through the 1980s. Projects likely to be 
undertaken include two geothermal power plants, several small 
hydroelectric dams, extensive repair and maintenance of 
existing hydro and thermal installations, and transmission and 
distribution lines. Construction of the 440 megawatt Chulac 
hydro-electric facility may proceed, but that is a decision for 
a government yet to be elected. In 1984, however, it will be 
necessary to concentrate on power connections with Mexico and 
El Salvador, emergency repairs to the Chixoy hydroelectric 
project, and maintenance of other strained facilities. The 


latter program provides an opportunity to supply replacement 
equipment and parts. 


The telecommunications sector will also offer some opportuni- 
ties during the next few years. GUATEL, the state-owned tele- 
phone and telecommunications enterprise, is planning institu- 
tional reforms to modernize its accounting and financial system 
and to expand its telephone network by as many as 250,000 new 
lines during the next 5-10 years. GUATEL plans to invest 
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approximately U.S. $335.0 million in these modernization/ 
expansion activities. U.S. and other firms have already 
submitted bids for technical assistance services and for equip- 
ment to expand the telephone network with approximately 57,000 
new lines. The Government of Guatemala expects to receive 
partial financing for these activities from the World Bank and 
the Interamerican Development Bank (IDB). 


Procurement Policy 


Many sales opportunities in Guatemala involve public procure- 
ment. All Government purchases over $12,000 are required to be 
submitted to public competitive bidding, unless the Government 
declares that a project is so urgent as to be an emergency. 

The period in which bids may be filed, however, is often quite 
limited, occasionally precluding participation from the United 
States. Frequent contact with the Guatemalan market is there- 
fore a requisite for doing business here. 


The practice which was prevalent under the Lucas Garcia regime 
of declaring large construction and development projects to be 
"emergencies", thus suspending the normal public bidding 
requirements, has been abandoned. It has been charged that the 
projects negotiated under the previous arrangement were subject 
to large scale fraud and corruption and that substantial 
amounts of public funds were misappropriated by this means. The 
special executive authorities set up to run these projects have 
been dismantled and their work absorbed by the relevant agen- 
cies. Most construction projects will be contracted by the 
National Electrification Institute (INDE), the Ministry of 
Communications and Public Works, or the Ministry of Finance, 
depending on whether the firm intends to provide construction 
or engineering services or equipment. Consultants must 
register with the Secretariat of Economic Planning. 


In addition, Government agencies often will not mail prequali- 
fication or bid documents overseas. Therefore, it is advisable 
to appoint a local representative, not only to obtain these 
documents, but also to prepare bids, which usually must be 
submitted in whole or in part on sheets of special official 
paper called "papel sellado". The sheets bear a Guatemalan 
seal and are available only in Guatemala. 


Investment Encouraged 


Guatemala continues to be receptive to foreign investment. 
Foreign capital, except in a few cases, stands on the same 
footing as does domestic capital. Both practice and law 
support free enterprise. There are over 150 multinational 
firms in Guatemala which have U.S. equity participation. 
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Of special interest to potential U.S. investors is the Drawback 
Law which provides an incentive to the establishing of new 
export-oriented assembly or finishing operations in Guatemala. 
The Government is working on an amendment to the Drawback Law 
that could be approved early in 1984 and would allow companies 
producing for both domestic and export markets to enjoy tax 
incentives on the export side of operations. 


Also favoring U.S. investment is the coming into operation of 
the new export processing zone in Santo Tomas de Castilla on 
the Atlantic coast. Firms taking space in the zone can avail 
themselves of even more liberal tax and other incentives than 
under the Drawback Law. The new facility already has roads, 
utilities, and a number of modular buildings available for 
lease at very moderate rates and is within minutes of the Santo 
Tomas de Castilla docks. 


A third law, the Industrial Decentralization Law, provides 
several tax and other incentives to firms willing to set up 
industries outside the Guatemala City area. 


Since 1962 an Investment Guaranty Agreement has been in effect 
between the United States and Guatemala. The agreement estab- 
lishes two programs, an insurance program against losses 
resulting from inconvertibility of funds, expropriation, 
war/revolution/insurrection, civil strife, terrorism, and 
sabotage, and a program of development-oriented loans at 
commercial rates. These programs are administered by the 
Overseas Private Investment Corporation (OPIC), a U.S. Govern- 
ment corporation. Investors interested in OPIC's insurance 
program may write: Applications Officer, Overseas Private 
Investment Corporation, 1129 20th Street, N.W., Washington, 
D.C. 20527. 
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